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THAILAND 


OVERVIEW 


An earlier monetarily stimulated Thai economy continues to expand 

at a rapid pace. The expansion, however, continues to exacerbate the 
income dichotomy between the urban and rural areas and increase 

the demand for imports, further worsening the country's trade 
balance. Thai authorities are now trying to cool off less 

essential sectors of the economy while simultaneously stimulating 
faster development of the agricultural sector as well as 

investment in essential industrial areas. 


Present projections indicate that the economy will experience 
real growth of about eight percent this year with even a 

lagging agricultural sector showing a healthy 5 percent real 
growth rate. Last year's drought reduced agricultural production 
about 1 percent but this crop year (1978-79) is expected to 

be about 8 percent above last year. The recent flooding will 
have a negligible effect upon agricultural production. 


Despite measures to cut non-essential imports, Thailand's balance 
of trade deficit this year will likely exceed $1.5 billion. 
However, increased tourism and remittances from overseas workers 
will help reduce the payments deficits to around $450-500 million. 
Nevertheless, Thailand will likely resort increasingly to 
international lending institutions to help bridge a structural 
payments gap during the next several years. Export prices have 
leveled while import prices and volumes have increased greatly 
causing a continual decline in the terms of trade. The baht has 
been revalued by one percent since it was untied from the dollar 
earlier this year and a managed float of the baht started 
November 1, 1978. 


An improved outlook for political stability along with vital 
decisions taken by the government affecting development, economic 
reform and the business climate are indications that previously 
worrisome problems are being resolved. The near-term future of 
the economy looks indeed bright. In the longer-term, Thailand 
must increase agricultural productivity, create more employment, 
increase exports and promote production of domestic consumer and 
capital goods. 





THAILAND - KEY ECONOMIC INDICATORS 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated 


Estimate 
Exchange Rate: US $1.00 = $20.0 1976 1978 78/77 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 16,566 18,446 
GNP at Constant (1972) Prices 10,988 11,626 
Per Capita GNP, Current Prices (US$) 386 419 
Gross Fixed Capital Formation 
at Current Prices 3,871 4,710 
Personal Income 13,430 14,664 
Indices: (1963 - 100) 
Agricultural Production 
Rice (Paddy) 130.2 tS 61 
Maize 311.9 204.0 
Sugar S9k03 401.4 
Labor Force (in thousands) 20,621 20,976 


MONEY AND PRICES 
Money Supply 2,031 Ayes 


Interest Rates Commercial Bank 
Prime 10.5 EL 
Indices: 
Wholesale Price (1968 = 100) 189.9 199.9 
Consumer Price (Oct 64-Sept 65=100)188.4 201.9 


Balance of Payments and Trade 
Gold & For. Exch. Reserves* 1,484 1,219 - 


External Public Debt 832 1,162 1,800 +54. 
Annual Debt Service 460 443 570 +28. 
Balance of Payments -4 -377 -500 +32, 
Balance of Trade -604 -1,142 -1,630 +42. 
Exports, FOB 3,040 3,563 3,800 + 6. 
U.S. Share 305 347 405 +16, 
Imports, CIF 3,644 4,705 5,430 +15. 
U.S. Share 487 578 736 +27. 
Main Imports from U.S.: (1977) (Mill.$): Machinery, Mechanical appliances 
and parts (72.1), Electrical Machinery (47.5), Cotton (59.7), 
Fertilizer (37.8), Tobacco (40.6), Iron and Steel (46.5), Vehicles (18.1), 
Paper-making material (11.3) 


WEN AN DN WO 


Footnote: *Net Foreign Exchange Position 
Source: National Economic and Social Development Board; Bank of Thailand; 
Business Economic Development; Customs Department; Department of Labor 





THE ECONOMY 


The Thai economy, in 1978, has surmounted earlier recession fears and 

last year's drought to continue its robust growth. In the two most recent 
years, however, there is a continued upward pressure on the price level. 
Toward the end of 1975 Thailand's authorities were facing the familiar 
problems of learning to live with quadrupled energy costs while the leading 
export commodities (rice, sugar and tin) were facing declining prices. 
Thailand also lost a large inflow of foreign investment and income when the 
RTG decided to close down U.S. bases in the country that had supported the 
U.S. effort in Vietnam. Additionally, foreign investor confidence was 

on the downgrade due to fears that the then proverbial domino theory 

would prove correct. With enormous liquidity existing in the banking 
system, the RTG decided that monetary stimulation would be the most effective 
tool to fight recession. Despite a sluggish rate of public spending, the 
easier credit has spurred heavily increased private investment in the 
economy, and has served to stimulate the economy. As a partial consequence, 
Thailand's industrial and consumer demand created a record trade deficit 
($1.2 billion) in 1977. Although efforts were made in early 1978 to 

stem the flow of imports, an even larger trade deficit (about $1.6 billion) 
is in prospect for 1978. Additionally, the decline of the dollar, which 
caused a defacto devaluation of the baht, is contributing to a surge of 
inflation that will likely reach 11 percent this year. The Thai Government 
is currently wrestling with the problem of how to rein in somewhat the 
overheated economy (i.e., the industrial and commercial sectors) without 
damaging confidence in the investment climate. Credit is being selectively 
“tightened and the RTG is attempting administrative controls to further 
dampen investment in limited growth industries. 


Up to the present time Thailand has been able to increase its agricultural 
production by putting more land under cultivation. It has maintained 

its position as a major exporter of rice while simultaneously becoming 

a major exporter of sugar, pineapples and tapioca. The cost of extensive 
agriculture, however, has been high in terms of denuding previously 

forested areas. Recently, the government has shown itself to be earnest 
about protecting its remaining forests and further increases in agricultural 
production must come from intensive methods of production. Since agricultural 
products account for 74 percent of Thailand's export earnings, it is 

vitally important to the country's overall development effort that the 
agricultural sector grows in tandem with the industrial. Thailand's 
agricultural productivity lags far behind some of its more advanced 

Asian neighbors, and although the remedies are well known, the government 
(as well as the private sector) have found it difficult to divert resources 
and manpower away from the urban areas and their more lucrative trade 

and industrial sectors. Assisted by multilateral and bilateral aid 

donors, the country, however, is on the threshold of making a concerted push 
toward rationalizing its agricultural sector. Although formidable 

obstacles remain, it is crucial to the country's further development that 
they also be surmounted. 





MONETARY DEVELOPMENTS - THE BAHT REVALUED 


Following the precipitous decline in the value of the dollar the Bank 

of Thailand recognized accumulated domestic pressures to delink with the 
dollar and revalue the baht against the dollar. In March of 1978, the 
Thai Government took the step of untying the baht from the dollar and 
linking it to a basket of currencies. In August of 1978, the BOT 
revalued the baht against the dollar by one percent. Although the 
weighted composition of the basket was not. published, informed observers 
conclude that the trade-weighted depreciation of the baht has been around 
seven percent since it became untied to the dollar. Since over 30 
percent of Thailand's foreign purchases come from Japan, the de facto 
depreciation of the baht has been a source of inflationary pressure 

in a country long accustomed to low rates of inflation. Thailand has 
just started using a new flexible exchange system, which began 
November 1. The Bank of Thailand and the commercial banks jointly 
administer the new system. It is anticipated there will be no major 
changes in dollar-baht parity, although another small revaluation of the 
baht is considered possible. Managers of the exchange system must 
balance the arguments of those elements in the Royal Thai Government who 
see a depreciating baht as a means of encouraging exports and thereby 
helping reduce the imbalance in foreign trade and those who see an 
appreciating baht as a hedge against further inflation. 


INDUSTRY AND TRANSPORTATION DEVELOPMENTS 


The long impasse between the Kriangsak government and the U.S. concessionaires, 
Union Oil and Texas Pacific, who are developing the large natural gas 
reserves in the Gulf of Thailand, has been broken. Union Oil and the 
government have arrived at a mutually agreeable formula for pricing the 
gas. (The Royal Thai Government will be the exclusive purchaser of the 
gas.) With a price formula established with one concessionaire there is 
optimism that government negotiations with Texas Pacific will be successful 
in the near future. Earlier the natural gas organization of Thailand 
(NGOT) chose Fluor Utah to be the engineering management consultant for 

the gas pipeline projects. Fluor is in the process of drawing up 
specifications for the circa $500 million pipeline project and they 

should be ready to tender in the not too distant future. 


The Kriangsak government, after considerable deliberation, has decided to 
proceed with the development of Sattahip as the country's major seaport. 
Sattahip was chosen over the undeveloped Lam Chabang site nearer Bangkok. 
The Bangkok port is already inadequate to handle Thailand's current volume 
of foreign trade and accommodating future traffic is clearly out of the 
question. Sattahip is presently Thailand's principal naval base, and the 
decision to convert this facility to a commercial port represents a 

major concession by the military to commercial interest. Converting 
Sattahip into a commercial seaport will also require major investments in 
rail facilities to connect the port with Bangkok and the rest of the 
country. Additionally, it is anticipated that the new port will attract 
investment in support facilities and industrial parks for processing 

and manufacturing industries. This would be a welcomed development in 
relieving the present commercial and industrial congestion in Bangkok. 
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Sattahip is some 20 miles south of Pattaya where much of the tourism 
industry investment is taking place. The Sattahip port along with 
envisioned transport and industrial facilities, including the former U.S. 
military airfield at Utapao, will give further impetus to the development 
of this littoral southeast of Bangkok which is already taking on a 
Riviera-like atmosphere. 


In a similar vein, the Kriangsak government has decided to proceed with 
the expansion of the present international airport at Don Muang rather 
than build a new airport some distance away from the present site. 

This is another pragmatic decision which, in this case, goes against the 
immediate interest of the Air Force, as they will have to move to make 
room for commercial aviation expansion. The military appears reconciled 
to the move. Thailand's tourism industry languished following the 1976 
civil disturbances, but is again on the upswing. Projected tourist 
traffic is a major reason why the airport expansion program is considered 
necessary. 


The planned transport and industrial developments should have adequate 
electric power. The Ministry of Industry as well as the Electricity 
Generating Authority of Thailand (EGAT) are energetically moving ahead 
with plans to assure industry that there will be adequate electrical 
energy. Simultaneously, EGAT is implementing its rural electrification 
program. The Asian Development Bank has recently announced a series of 
loans to support power generating, transmission and distribution facilities. 
Both the Asian Development Bank and the World Bank appear to be stepping 
up their lending programs in both infrastructure and rural development 
projects. Likewise, Japan, the largest bilateral aid donor to Thailand, 
will also be increasing its yen loans to Thailand which will be used for 
communications, road construction and rural development projects. The 
Japanese Government recently announced that the procurement under these 
loans will be untied. 


In sum, these developments indicate a period of increased investment and 
development for a broad spectrum of heavy and light industries in Thailand. 


FOREIGN TRADE 


In the wake of an unprecedented $1.3 billion dollar trade deficit in 

1977 the Thai Government began taking a series of actions designed to 

slow the importation of non-essential goods. Accordingly, the Thai 
Government banned the import of 18 luxury goods and materially increased 

the tariff on some 141 other luxury imports. Due to a liberal interpretation 
of the ban (i.e., those items on which letters of credit were opened prior 
to the ban could still be imported) as well as the purchasing power of 

the increasingly affluent middle class, luxury imports have not materially 
slowed. At any rate these imports are only a marginal part of the overall 
trade deficit problem. Capital equipment, raw materials and petroleum 
imports are the major problem. The economy, in 1978, continues to grow, 

and imports as of September 1978 are running well ahead of last year almost 
assuring that the trade deficit will increase from $1.3 in 1977 to $1.6 
billion in 1978. This will occur despite the fact that agricultural exports 
have recovered from the previous year's low production and low international 
prices. 
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Government authorities are reluctant to introduce further import restrictions 
and continue to seek other solutions. The RTG has been pressing Japan, 

the U.S. and Western Europe to establish a better balance of trade. The 
Ministry of Commerce, in its export promotion efforts, has devoted a 
seemingly inordinate interest in seeking trade agreements with Eastern 

Europe and the Communist countries of Asia. The belief is that socialist 
economies desire a balanced trading relationship. Since these countries 

in 1977 accounted for only 3-4 percent of Thailand's foreign trade (80 
percent of which was with the Peoples Republic of China), the longer term 
benefits of this effort are doubtful. Efforts are also underway to 

establish new markets for Thai goods in the Middle East and South America, but 
the seeming efficacy of drawing up government to government agreements 
appears irresistable at the current juncture. 


FOREIGN INVESTMENT 


There was a marked downturn in foreign investor interest in Thailand 

in the aftermath of the Vietnam War in 1975. The investment climate has 
been further depressed by domestic political turbulances and perhaps by 
the continuous reports of insurgency in Thailand's border areas. Despite 
the fact that domestic investment, which dwarfs foreign investment, 
quickly recovered from the post war investment slow down, foreign investor 
confidence has been rather slow in returning. Paradoxically, foreign 
investors already in Thailand share the optimism of their domestic 
counterparts and have been reinvesting at a moderately high rate. The 
RTG Board of Investment believes that foreign investor disenchantment 
with Thailand peaked in late 1977 and is now on the decline with foreign 
direct investment increasing modestly in the first half of 1978. 


The Kriangsak government has made a notable effort to welcome and encourage 
foreign investment in certain sectors of the economy by granting extensive 
privileges to approved investors. Additionally, the government has taken 
steps to alleviate problems foreign businessmen face in dealing with 

the government bureaucracy. Procedures and regulations by which expatriate 
personnel of foreign firms obtain visas, residence permits, and working 
documents have been updated and simplified. Resident foreign businessmen 
are finding that what was once a nightmarish situation is improving. To 

be sure problem areas continue to exist, but the business community finds 
the receptivity of the current government as well as the steps recently 
taken as highly encouraging. 


IMPROVING OUTLOOK FOR POLITICAL STABILITY 


The Kriangsak government has largely completed its task of improving and 
consolidating its relations with the Peoples Republic of China, its 
Communist Indo-China neighbors, and the ASEAN countries. This diplomatic 
offensive also included Burma, where historic animosities have spanned 
centuries. On the domestic front, Prime Minister Kriangsak has successfully 
made the transition from supreme commander into military retirement, 
meanwhile leaving the armed forces in capable hands. In the transition 
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from military to civilian status he assumed an additional role as 
Minister of Defense. After presumably securing his "right flank," 
Prime Minister Kriangsak is well on the way toward taking over the 
middle of the road before the coming elections in 1979. In the most 
celebrated action, the Kriangsak government has granted amnesty to 

the Thammasat 18 -- the group of university students who were accused 
of sedition during the student riots of October 1976. Additionally, 
other students similarly charged, who presumably joined the insurgents, 
were invited to return to their families without even going through 
the formality of turning themselves in. This move was designed to achieve 
a national reconciliation among factions of the Thai society. Other 
steps taken toward the economic liberalization of the Thai society 
included: increased minimum wages for workers; a minimum rice price for 
farmers; introduction of the Commercial Banking and Public Companies 
Acts which have the purpose of widening public ownership in banks and 
companies as well as diminishing bank control of Thai companies. It 
has been charged that participation in and control of the major Thai 
banks and companies has been restricted to a relatively small elite 
group in the country. The Commercial Banking Act would also promote 
investment in rural areas. As of this writing the Public Companies 
Act has been passed by the National Legislative Assembly and prospects 
are good for the passage of the Commercial Banking Act. 


All these measures serve to redress a number of long-standing grievances 
in the Thai society. To the extent they are implemented they should give 


presently disadvantaged groups the feeling that the present government is 
sincere in its announced aim of effecting the social reforms necessary 

to gain the political stability that has eluded the country's leadership 
over the past several decades. 


LABOR SITUATION 


Following the October 1977 coup, the Kriangsak government gradually 
relaxed most of the martial law restrictions on organized labor with the 
exception of the ban on strikes and the prohibition of political activity. 
It reaffirmed the right of state enterprise workers to unionize, permitted 
labor unions to resume regular meetings, allowed foreign labor assistance 
organizations to hold labor seminars and officially recognized the Labor 
Congress of Thailand (Thailand's first broadly-based labor federation). 
The new government has also established a dialogue with prominant leaders 
of the Thai organized labor movement. 


During the early months of 1978 there were some signs of increased labor 
unrest. Labor leaders were anxious to resume effective collective 
bargaining with the right to strike, and workers were increasingly 
frustrated by the impact of inflation on real incomes. After a series 

of illegal strikes and work actions in the public sector, both labor and 
the government attempted to defuse a tense atmosphere. The Prime Minister 
authorized wage increases in several key public enterprises and after 
careful consideration and some delay agreed to a 25 percent increase in 
the minimum wage (now $1.75 per day for workers in Bangkok; $1.40 per day 
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for the Central and South regions; and $1.25 per day for the North 

and Northeast regions). Labor leaders for their part decided to avoid 
direct confrontation with the government which they feared might 

give conservative elements within the government a pretext to 
reinstitute broad restrictions on trade union activities. 


IMPLICATIONS FOR U.S. BUSINESS 


A confluence of factors make this an especially favorable juncture for 
those seeking trade and investment opportunities in Thailand. The 
country's immediate developmental needs will call for increasingly 
sophisticated technology and equipment in the areas of agri-industry, 
food processing and packaging targeted toward the international market, 
construction materials and technology, intermodal transportation, and 
processing and refining of mineral products. Considerable new investments, 
both from international and domestic sources, are targeted for 
infrastructure projects -- such as transportation, communications and 
electric power which in turn will generate new trade and investment 
opportunities. Moreover, there should be an increased demand for 
engineering and management services. 


To participate in these developments, it is becoming more important to 
establish a local presence and preferably with Thai equity and management 
participation. Recent experience has indicated that competitive bidding 
on equipment and services is greatly facilitated with personnel in 
country. The problems associated with establishing a business presence 
in Thailand are beginning to decline making it a propitious time to 

enter the Thai market. Waiting for a more favorable business climate 

at this point will likely mean an opportunity lost. 
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